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Lesson 2: Fundamentals of Insurance 

REQUIREMENTS AND CHARACTERISTICS OF INSURABLE RISKS 
 
• Large risk groups / Law of large numbers: 

 

 

 
o Law of large numbers: 

 
 
 
 
 

• Identifiable and measurable loss: 

 
 
• Fortuitous or accidental losses: 

 

 

• Loss cannot be catastrophic: 

 

 

 

 

• Economically affordable premiums: 
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• Random selection versus adverse selection: 

 

 

 

 

• Pure risk: 

 

 

 

• Low frequency, high risk 

 

 

 

EXAMPLES OF INSURABLE VS. NON-INSURABLE RISK 
 

 

 

 

 

LEGAL ASPECTS OF INSURANCE 
 
•  

•  

•  
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INSURANCE CONTRACT REQUIREMENTS 
 

 

• Offer and acceptance: 

 

 

 

 

• Consideration: 

 

 

 

• Legal object or purpose: 

 

 

 

• Competent parties: 

 

 

• Legal form: 

 

 

• A voidable insurance contract: 
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SPECIAL LEGAL CHARACTERISTICS OF INSURANCE CONTRACTS 
 

 

• Principal of indemnity: 

 

 

 

 

• Doctrine of insurable interest: 

 

 

 

 

§  
 
 

§  
 
 
 
 
• Doctrine of actual cash value: 
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• Subrogation rights: 

 

 

 

 

 

ADDITIONAL LEGAL CHARACTERISTICS OF INSURANCE CONTRACTS 
 
• Insurance contracts are personal: 

 

 

 

 

• Contract of adhesion: 

 

 

• Unilateral contract: 

 

 

• Conditional contract: 

 

 

• Aleatory contracts: 

 

 



STUDY GUIDE:  Fundamentals of Insurance 

 

© 2020 Greene Consulting Associates, LLC  
INTENDED SOLELY FOR USE BY REGISTERED USERS  Page 6   
NOT TO BE REPRODUCED OR CIRCULATED   Course 2; Lesson 2 

• Contracts of utmost good faith: 

 

 

 

o Concealment: 
 
 

o Misrepresentation: 
 
 
• Waiver and Estoppel: 

 

 

o Waiver: 
 

 

 

o Estoppel: 
 

 

 

 

• Agents versus brokers: 
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BASIC POLICY PARTS AND COMPONENTS 
 

 

 

• Declarations: 

 

 

• Definitions: 

 

 

 

• Insuring agreement: 

 

 

 

o Named-perils: 
 

 

o Open-perils: 
 

 

• Exclusions: 
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• Conditions: 

 

 

• Miscellaneous provisions: 

 

 

 

• Endorsements and riders: 

 

 

 

COST CONTROL PROVISIONS 
 

 

• Benefit limits: 

 

 

 

 

• Deductibles: 
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• Insurance to value provisions: 

 

 

 

• Coinsurance provisions: 

 

 

 

 

MULTIPLE INSURANCE PROVIDER CLAIM SOLUTIONS 
 

 

 

• Pro rata liability: 
 

 
 
• Contribution by equal shares: 

 

 

 
• Primary and excess: 

 


